'DEPARTMENT OF THE TREASURY
INTERNAL REVENUE. SERVICE
WASHINGTON, D.C. 20224

Date: "AR 2 3 2m1

Dear Applicant:

This letter responds to your application for recognition of exemption as an " gamzatlbn described in
section 501(¢)(3) of the Intemal Revenue Code.

You were established as.a not for profit, public banefit corporation pursuant 'o the Nonprofit

Corporation Act _or- Your stated purpose is to operatefexclusively for purposes
within the meaning of section 501(c)(3) of the Internal Revenue Code and your agsets are dedicated to
charitable purposes in the event of dissolution of the corporation. Your Incorpore% prs are—

and

In your original application you indicated that 100% of your activities would{ be devoted ",
provid(ing) financil (sic) assistance to individuals that'(sic) are purchasing their pfncipal resndenoe The
individualis purchasing the principal residence will be in the low or moderate i incorhe level.® Your
description of your activities further states that this activity *...will be conduced bj
, anc N sic) who will be the initial officers of the ny
You also state your will be supported by fund raising and by charitable contributie§
initial application that your three officers will not be compensated. You further in
private foundation because you are described in Section 509(a){(1) of the Code.
you expect support primarily from fund raising and contributions, the budgets sul
be supported by "other” income, with the source not delineated on the required
-expenses, aside from contributions, gifis and grants, would be for salaries and
expenses.

-forprofit corporation.”
s. You indicate in your

ate you are not a
Slthough you indicate
initted indicate you will
sghedule, and that your
ages-and office

Based upon the above information, by letter dated (NINND you were Hked to supply
additional information which will be summarized below, along with your respons




|

1. First, it was noled that persons of moderate income were not considerec

charitable class. Thersfore you were asked to clarify your criteria for these to
assistance. In response, you stated:

members of a
M you intend to render

“The organization will select only applications that meet the require: vi
loan. Furthermore, the applicants'must demonstrate by providing financial jnformation that
they do not have the money to make the required down payment. Under PliA
a down payment of 3% of the purchase price is required to obtain the !oan'l he applicants
must have sufficient income level to obtain a loan for the balanca of the pu
2. Next, you were asked to explain how the sale of homes would further a ' >

. responded: |
"The assisted down payment money shall be an amount not more tHat three
_percent of the sales price. The three percent number is used because FH will {oan.97%
of the sales price. FHA permits related individuals and charitable organizagons to make a
gift to the Borrower (sic) to purchase a-principal residence without disquali ng the Buyer
(sic). -

3. Thirdly, you were requested to restructure your board of directors so thagcontroi over your
activities would be in the hands of disinterested parties. You provided a list of fivé additional persons
named to your board, along with signed statements for each individual acknowledging-their commitment
to serve in that capacity.

4. Fourthly, you were asked about compensation and how it would be detegnined. You responded:

"The Initial offl , and
be actively working in the arganization. Initially, there will not be any compé
these officers. However, as the organization grows and becomes financiallf stable,
compensation will be provided to these individuals that will be customary agd ordinary to
like organizations. Payments made to these individuals will be approved b the:Board.
The qualifications of these individuals is that all of them are active in the hg Psing market
as lawyers or lenders.” -t . F

In addition to the above, you supplied revised information pertaining to younjprojected finances
which indicates your expectation that all of your funds would be derived from gi ,' grants and _
contributions. You further indicate an expectation that you would use fund raising  activities to get
companies associated with the construction business to contribute money to youl You also provided a
statement, signed by RN the your "...asslisted down payment profiram will be used for
only low income housing. Low Income housing shall be based on the FHA guidefes."

\)

‘Based upon the information summarized above, in a letter dated you were
advised that Revenue Procedure 90-27, 1990-1 C_B. 518, requires a descn‘ptioq pf proposed activities
that is sufficiently detailed to permit a conclusion that the requirements of the seclion under which
exemption is claimed will be clearly met before exemption will be recagnized. YolI 'were also asked in that
letter to supply additional information which is summarized below, along with yougresponse.




be determined. You were also asked what would motivate a home seller to provi
Your response state: d

"Some of the funds for the down payment Assistance (sic) program
from the Sellers (sic) of Homes (si¢) participating in the program....as to
Seller (sic) would provide that support, | would counter that it could be for ultiple
purposes. However, | believe that the overriding purpose that a person wef:
to a charitable organization would be to henefit a charitable cayse.”

"other” income, later
butions,; you were asked
ur statement. Your

2. In view of your original statement that your receipis would be derived frg-
revised to Indicate your expectation of receiving funds from gift, grants and conti
to identify your potential contributers and provide any documentation to support
replied as follows: :

“The potential cantributors wold include [ NNNINNEEND (suctfas W)

\ etc.) the entity would target industries that were in ti homebuilder
industries (sic). | would presume that lots of companies and individuals liky :to contribute
to a cause that is in a related field. | am confident that a lot of educators cy ] j
to their university and have a charitable intent. Although, it could be arguedthat since
they are contributing to the university that they are employed by, that con llutlo,n benefits
them. | do not believe that if a seller, builder, or anybody else that is asso ciated with the
building industry makes a contribution to the charitable entity that it does ni
charitable purpose.” ; )
2 '

3 expenses. You werg

3. We noted your propesed budgst contains significant sums for fund raisi
IFes, to identify any

asked to describe the type of services you expected to obtain for these expendit
individuals you expected to pay these sums to. Your replied: .

"Since we are trying to obtain funds from national builders and natioq il companies
that are involved In the home building Industry, 1 feel that there will be sub
mest with these people expiain the program and ta be able to get them inviived in the

entity." '

4. You were asked to provide a copy of the FHA guidelines you referred to/a
determining "low Income housing® referred ta in your "Statement of Officer” discugsed above. You replled
you “...would amend (your) application to delete the FHA guideline requirement aid replace it with a
guideline that would meet the 80% of median income as described by HUD~

Section 501(a) of the Internal Revenue Code.of 1986 provides for the examg
Income tax for organizations described in Section 501(cX3). Such organizaﬂonsl' € recognized as
exempt if they are organized and operated exclusively for religious, charitable, angl educational purposes.

Section 1.501(c)(3)-1(a)(1) of the income Tax Regulations states that, in o fr to be sxempt as an
organization described in section 501(c)(3) of the Code, an organization must be|goth organized and
operated exclusively for one or more of the purposes specified in such section. If N organization fails to
meet either the organizational test or the operational test, it is not exempt. ¥

Section 1.501(c)(3)-1(c)(1) of the regulations provides that an organization _"ll be regarded as
operated exclusively for ane ar more exempt purposes only if it engages primarily in activities which
accomplish one or more of such exempt purposes specified in section 501(c)(3) oxthe Code. An




organization will not be so regarded if more than an insubstantjal part of its activy
of an exempt purpose.

Section 1.601(c)(3)-1(d)2) of the regulations defines the term “charitable” 88 including the relief of
the poor and distressed or of the underprivileged, and the promotion of social wegare by organizations
designed to lessen neighborhood tensions, to eliminate prejudice and discriminaik , or to combat

community deterioration. The term “charitable” also includes the lessening of the

Section 1.501(c)(3)-1(e) of the regulations provides that an organization mgy meet the
requirements of section 501(c)(3) if it operates a trade or business that is in furthigrance of its exempt
purposes but not if it is operated for the primary purpose of carrying on an unrelafed trade of business ad
defined in section 513 of the Code. ' [

Revenue Procedure 90-27, 1990-1 C.B. 514 sets forth procedures with reg

: Hrd to applications for
recognition of exemption from federal income tax under sections 501 and 521 ofj#he Internal Revenue
Code. . if

Section 5.02 of Rev. Proc. 90-27 provides that exempt status will be recognl '-=
operations if proposed operationa can be described in sufficient detail to permit afonclusion that the
organization wiil clearly meet the particular requirements of the section under wha
A mere restatement of purposes or a statement that proposed activities. will be id -3
purposes will not satisfy this requirement. The organization must fully describe tH
expects to engage, including the standards, criteria, procedures or other means )
carrying out the activities, the anticipated sources of receipts, and the nature of &
expenditures. Where the organization cannot demonstrate to the satisfaction of te Service that Its
proposed actlvities will be exempt, a record of actual operations may be required before a ruling or
determination letter will be Issued. In those cases where an organization is unabl to describe fully its
purposes and activities, a refusal to'issue a ruling or determination letter will be pnsidered an initial
adverse determination from which administrative appeal or protest rights will be alforded.

5 3
. In Better Busi f Washington, D.C., Inc. v. United S 326 I S. 179 (1945), the
Supreme Court held that the presence of a single non-exempt purpose, if substagtial In nature, will
destroy a claim for excinption regardicss of the nuimider or iinportanca of truly ex: pt purposes.

|
In United States v. Wells Fargo Bank, 485 U.S. 351, 108 S. Ct. 1179, 99 L-l
Supreme Court held that an organizatlon must prove unambiguously that it qualifi

in Harding Hospital, Inc. v. United States, 506 F2d 1068 (1974), the court |

Lid that an organization
seeking a ruling as to recognition of its tax exempt status has the burden of provimg that it satisfies the

d. 2d 368 (1900) the
s for a tax exemption.

requirements of the particular exemption statute. Whether an organization has safisfied the operational

test is a question of fact. :
We have repeatedly attempted to obtain from you the detailed information '. poded to satisfy the

above cited statutes, rulings, procedures and cases dealing with qualification un der section 501(c)(3) of

the Code. You have been asked for specific information about your assistance
fees you expect to derive from home sellers, about compensation you expect to pge
and/er directors, and for documents to support representations you have made. Without the detaited
information we have requested we are unable to determine, for example, whethergsums you derive from
sellers of homes is a contribution, or whether there are services to the home sall ef'which could change

the.nature of this income into sums derlved from an unrelated trade or business.

#home buyers, about
fovide to your officers

burdens of government.




stéted an expeclation that you will pay compensation to your-initial officers.and
.questions about this expectation, we are unable to ascertain whether this is one

the intended rasults o
your organization and operations. : . :

u will be operated

Based on the above, we have concluded you have failed to establish that b
exclusively for charitable purposes. You ars therefors not described in Section 3¥1(c)(3) of the Code and
are not exempt from federal income taxes by réason of Section 501(a) of the C de.

You are required to file federal income tax reiurns.

- You have the right to protest this ruling if you believe itis incorrect. To. prog bat, you .must subr_nlt.a
statement of your views with a full explanation of your reasoning. This statemenfhust be-submitted
within 30 days from the date of this letter, and must be signed by one of your. prifgiple. officers.. Ta insure

your protest is delivered timely and promptly consldered please use the followi address:

Internal Revenue Service

Attn; OP:E.EO:T:2

1111 Constitution Avenue:N.W,
Washington, DC 20224

*  You-also have the right to a conference In this office after. your protest statelx
you want a conference, pleasa include your request as part of your protest statei
. - A .
..~ if you do not protest this proposed ruling.in a timely manner, it will be.eons ered by the Internal
. Revenue Service as a failure. to exhaust available administrative remedies. Se cipn 7428(b)(2) provides
in part, that a declaratory judgement or decree-under. this section shall not be-issfed in any proceedings
unless the United States Tax Court, the United'States Court of Claims; or the Disgtict Court of the United
Staft&‘s for. the, District of Columbia determines that the organization involved hasi austed administrative

remedies -available ta it within the lngemal Revenue Service.

. If we.do not hear from you within 30 days, this ruling will become fina =.hd copies will be

- forwarded to the District Director. far. your key district. Thereafter, any. questions apout your federal income
tax status should be addressed to your District Director. ‘The-appropriate Stite o clals Wiialsobe ~~
notified of this action in accordance with Section 6104(c) of the Code. | -
Sincerely, B

Toa

REVIEVER

— e o




